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EX P,4RTE OR LATE FILED

October 8, 1996

Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M Street, N.W. Room 222
Washington, D.C. 20554

GTE Service Corporation
1850 M Street, NW., Suite 1200
Washington, D.C. 20036
(202) 463-5200

EX PARTE: Federal-State Joint Board on Universal Service
CC Docket No. 96-45

Dear Mr. Caton:

On October 7, 1996, representatives of GTE Service Corporation met with the
Honorable Sharon L. Nelson, Joint Board Commissioner and Cl\airman of the
Washington Utilities and Transportation Commission, to discuss GTE's proposed auction
mechanism for determining universal service support in the captioned docket. GTE used
the attached materials in its presentation.

Please call me if you have any questions regarding this matter.

Attachment
cc: Federal State Joint Board Commissioners and Staff

J. Morabito

A part of GTE Corporation
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• Unige RRPOrtunitx: State and federal replators have. unique opportunity to
crate the rules of te1ecom competition. Bach of the major dockets in the "'regulatory
trilogy" - interconnection, universal service, access reform - mu.t be .ddretted in
it. tum, without CNlltir\g additional prob1eml Ot 1'e'Wnue .hortfaUa to be I'ftolved in
the other proceedinp. RegWators must proceed prudently with each proceeding;
once they bleak open the egg of competition, unscrambling the result wm be
impouible.

• UpwemehIe RdANItIDQmla: The FCC'. irltwrcoMlCtion order will diminish
LEO' re~u. that have helped support U1'Iiwrsal service. The FCC.
unNacmably low pricing standard for unbundled n.etwork elements and high
standU!i for wholeule di&countl have not anIy eliminated. any ilnpJidt support for
universal eervke, but~ have mortaUy weakened LEOt' abOity to competllt. This
has W1I'WCle8Hri1y increued the problem th.t • new univenal ..rvice fund is
NppoMd to acic:l.-.. UnLess the order is con«t8d to .now moN NMOnable
pricJng, the Joint Board's proposal will have to addretll the Order'1 MJilt" of LECs'
assets to interexc:hange carriers, in addition to the needs of universal seriice.

• Unsiermininl faciJiRn-bued competition: Consumers will not experience robust
and widespread competition throush alternate networks, since few competitors will ­
be economically motivated to build them under the FCC'. rules. (This wm be even
truer if universallel'Vice funding is inadequate.) By requirinl LEe. to ..u parts of
their networks to competitors at below-e:ost rates, the PCC'. pricing rules make it
cheaper for competition to feed off of a LEe'1 networlcr rather than to construct their
own fKilities. This is parasitic competition, not ~al competition.

• '8cst!PI\ S\1ltomIl dwise: CoNumen wm be deprived of • major chota! in retan
localexchmp lIefVices, since the FCC's rules telega. LECs to the role of wholesale
operators. Competition Will"be muted given the LECs' inability to _pp as robust
competiton; they no Ionaer can differentia. themselves from other entrants.
Regulation, not market forces, will be clet:emtining customer choices.

• Contj\uinI coppMtion: A stay of the FCC'. order will not delay the introduction
ofcompetition in the Joeal market, since neptiations and .mitt.tions are
proc:.eding, •• contemplated by the Telecom Act



• EtscMdinI statutory authority: The FCC has excMded Us au.thority under the Act in
undermining the role of those who are closest to consumers - state commissions
and curlers - in introducing local competition.

-
• Vniwrtal senj,ce pals: The goat. of a universal servke plan should be to ensure

affordable, quality le!'Vice in high-eost areas and to achieve rational pricing by
transforming implicit support in cummt prices into explicit uniwrsal eervice
funding. Support should be bued on actual costs, not hypothetical, understated
costs. Regulators should not succumb to political elCpedience in adopting a plan
that only focUMS on mi.nimizing the size of a univerul service fund. A universal
service plan must be sufficient to attract continued telecom investment in high-eost
communities.

• Comprebmsiyt plan: To ensure the delivery of universal service to consumers, the
Joint Board Ihoukl recommend, Il\d the FCC should adopt, a comprehensive
universal aervic:e plua that addresses both intenta. and intrutate upects.

• Aflprd.l;riUty: The federal plan should work topther with state pi.. to C\8W'e that
the price connmers pay meets a national ,ffordability objective. To maintain this
price in a competitive market, it shou1cl establish a reaJiltic compensation
mechanism for Carriers of Last Resort (COLRS) that proVide universal service.

• Pric! at...tor competiUcm: Universal serviCe policy WiD set the price carriers see
when they provide bMie local service - 1I1e sum of the affordable price and the
support. This must be set .t the right level to send the correct price signals for
market entry and investment in new technology.

• FUDdin&: Funding should be through a competitively neutral end-user surcharge on
all telec:om retail aervices.

• Auction benefit:!: Once the initial cMt-bued fundillilewl UJ cleWmined, •
competitive Welding procell shoulcl be uMd. to d_ipate COLRs and determine
support levels. Thia would replace the current debate over univern1 MrYic:- cost
with a market mechanism. Auctions would provide a means for correctin& any
et1'Ol'I in the initial cost-based support 1eveII, and would Idjult automaticaUy over
time to changes in cost, or in the baie MrVice definition.

• COLR oilill*fcm.: To eNure that aU customen are Iet'Wd, .u.pport must be tied to
a service obliption. But, unless aD OOLRs &.c. the lame oblipticmJ, eompetition
wID not coexiat with a IUStainable univerullervice plan. Conaumen will be more
Weely to haw a choice among service providers in hiih-eost 1l'H' if support is
avanable to any carrier willing to undertake COLR responsibilities and .ucceulul in
MCUring COLR 8tltus in art auction.



• StatutoD' c9J1listen<ry: The FCC and the states have the requiaite authority under
the 1.lIcom Act to adopt and implement the provisions of CTE'I uniWl'lal service
proposaL

• ftatjpnl1 prJsiJJI1?enlfJts: Conwmen would 'benefit from I rational, economic.Uy
efficient, uniform pricincstructure for aceelS charges, UDbundJed elements, resale,
and local eervice. For example, the sum of prices for unbundled eLmumts .hould
JeUOnably reeemble their bundled service equivalents. With .uch a pricing
structure, competitors would receive correct price sipall for market entry and for
"make/buy" decisions, md help prevent Urate shoppinc."

• Ljnleye to mVlt!l} m;vice: Removing implicit support in exiatirtg aCC8111 rates and
tnnafonning them into explicit lupport al required by the Telecom Act would help
ensure continued delivery of univenatletVice to consumers.

. N_ for tlgibUilX: Consumer needs would be better met if LECs _WI the same
flexibility in pricing and packaging of acc:eu tervices .. competing provider';lnd
there no lonpi' would be any ju.ltification for pNICriptive lex•• rules.
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This analysis reflects GTE's local and access service business as if it were being sold at the
FCC's proxy prices specified in the order. It demonstrates the extreme wholesale discount
when using proxy prices for the sale of network elements. This analysis excludes toll revenue,
even though it will be indirectly impacted by unbundling, with reductions in contributions that
currently support universal service. This is not a forecast of revenue losses or market share.

ANNUAL RevENUES CURRENT FCC LOWER LIMIT FCC UPPER LIMIT
Local service (inc. SLC) *3,910,803,000 3,218,8n,OOO 3,385,886.000
Interstate access 592,671,000 105,314,000 188,530,000
Intrastate access 796,180,000 120,756,000 217,229,000
CMRS access 80,000,000 26,000,000 26,000,000
CCURIC (interlintrastate) 1,827,113,000 0 0
TOTAL $7,206,767,000 $3,470,947,000 $3,817,645,000

jl/flltl
ANNUAL REVENUES CURRENT FCC LOWER LIMIT FCC UPP§! LIMIT
Local services pnc. SLC) *456,752,000 365,575,000 385,491,000
Interstate access 67,566,000 13,291,000 24,981,000

i
Intrastate access 45,741,000 6,406,000 12,040,000

r CMRSaccess 11,266,000 3,661,000 3,661,000
CCURtC (Interfll1trastate) 234,180,000 0 0
TOTAl $815,505,000 $388,933.000 $426,173,000

IJ.."".,
ANNUAL REVENUES CURRENT FCC LOWER LIMIT FCC UPPER LIMIT
Local services (inc. SLC) *59,782,000 96,734,000 100,712,000
Interstate access 15,956,000 2,n9,OOO 4,795,000
Intrastate access 34.332,000 3,353,000 5,785,000
CMRSaccess 1,028,000 334,000 334,000
CClJRlC (inter/intrastate) . 82,486,000 0 0
TOTAL $193,584,000 $103,200,000 $111,626,000

..-
ANNUAL REVENUES CURRENT FCC LOWER LIMIT FCC UPPER LIMIT
Local services (inc. SLC) *175,623,000 133,552,000 140,832,000
Interstate access 34,522,000 4,9n,OOO 9,079,000
Intrastate access 28,235,000 4,326,000 7,886,000
CMRSaccess 3,827,000 1,243,000 1,243,000
CClJRIC (interlintrastate) 81,501,000 0 0
TOTAL $323,708,000 $144,098,000 159,040,000$

*Adju,ted for avoidedcosts of t7% specified by FCC

GlE 'TEl.EPHONE Opltl'V.nONS
OCtoeER I gge
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PRESENT SYSTEM

£XPUCff SuppoRT:

·HIOWCOST - $753 MIL.

• LIFELINE - $ 148 MIL.

• LINKUP - $ 19 MIL.'

30

IMPL/cu5UPpoRT:

<IN AATE STRUCTURE) 25

• $ I I - I 9 SIL.
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PRESENT

BILUONS $ UNIVERSAL

SERVICE SUPPORT

SVSttM

NEW UHIV£ASAL

SERVICE FUND IS.

INTERCONNECTION

IMPACT

NEW FUND

£¥PuetT SUPPOBr.

• $ 12-20 SIL.

IMPLlCITSUPeoRT.

• NONE

"GIFT" TO IXes:

(INTERCONNECTION

ORDER)

·$10 SIL.
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Key llemelll PolleyObjective PresclIl SYS1CJIi 1.1 fE Proposal

1. What is universal • Provide affordable • Voice grade access to • Present service plus single
service? access to telecom public network party"ne and touch tone

services in all regions • White page listing
of the nation

• Access to operator and
directory assist.

• Access to 9111E911

2. How will universal • Develop specKic, • Explicit charge to IXCs for • Surcharge on all retail
service be (unded? predictable, sufficient USF telecom services (state and

and cOlT'4letively- • Implicit support in LEC interstate) for new
neutral funding rates (access, toll, unwersalserv~fund

mechanism that business, vertical services)
charges an telecom
carriers

i
3. Who is eligible to • Maximize colf4}etAion • Incurrtent LECs • Arrf carrier certKled by

( cOfTJJete (or universal by giving more carriers state to be eHgI)le to bid
service support? an opportunity to ("fitness" reqrmnt.) and

provide universal receive support if
service successful

4. How will carriers be • Develop competitively • Incurrbent LECs in own • Incumbent LECs initially;
selected to receive neutral process to serving area carriers then will bid for
support? select universal service amount of supportn~d

providers to provide universal service

5. What are the • Ensure that all • Incurrtent LECs must • COLAs must be prepared
obligations o( COLRs? consumers in high-cost provide service to to provide defined service

areas have affordable customers In service areas package to any customer
service In bidding area for 3years

6. What area would be • Target support to areas • Existing study area (frozen • Census block group (CBG)
the basis (or receiving that are most in need as of 11/15184); USF cost estimates allow
support? based on study area targeting of support

average costs

7. What are the relevant • Align support levels • Average total costs of • Use cost model to allocate
costs ofproviding with true costs subscriber loops actual costs among CBGs
universal service? within study area

8. How will low-income • Ensure that an • Uellne and Link Up • CredA to offset consume(s
i consumers afford consumers have America programs bit! (portable among COLR(,

universal service? universal service and non-COLR carriers)
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~ ~..-States rebalance (set by State)
local rates or
continuefundiJgupto ~

AIIotdability Threshold

-TIM) thteshoIdsgive FCCIStatesgreater
control over size &astrfJution of funds

GBG -A" (hgl cost)
-Federal b1d to
Support 11nshoId

-Federaf &State funds to
AffOldabiIity Threshold

GaG 1f (hgJ cost)
-Federal &State funds to
AffordailiIty Threshold

GaG k' (mect cost)
-Slate lim to Local Rate

CaG V (low cost)
-No support AKJUired

-Actual costs distributedamong CBGs help assure
"explicit and sufficien(universal service support

"JointBoatrJ Input)

....",.,.",.
(set byFCC

IIIIMlIM.,..

-------------------~

-------------------~

-------------------~

,
•

-Market fOtCes
bid down amount
of supporl over fme

I«IJIHI/'JWIII
-CLEC pelilions state to hold
auction for selected CBG(s)

-State qualifies bidders

-State holds auctions twice yearly
-State establishes maximum
support rate

eCBJriers within certBin percent of
lowest bidbecome COLRs

-Highest winning biddetennines
level ofsupport for COLRs

-Wrmsl5 have COLR obligations
for setperiod (3-5 yeSl5)

Census Block Groups (CBGs). . .,.-.- -.....-.. :.:......•

~~~If~!t(~~,:~&t;~~g~{il
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How Bureaucrats Rewrite Laws

The FCC's rushed, revtmehist rtflJrite of the telecom­
munications law is bosed on a hypotheticol prieing scheme
tMt only an MmChair ecOflOtnist could love.

...
I I ; i ~ \1 \ j

.

..•.~ ...~.
'-i~ -,~
~.. ,

Ienpd the FCC In court. arguing that the
FCC's orderconstitutes an lJIICOIDtlensated
tHin( IIftder the FIfth Amendment by re­
quiring them to sell their services at below
actual costs. The order. they claim, would
a1mclIt c:ertaInIy enervate competition ·by
pennittiRr Ionr-dlstance giants like ATIeT .
to buy up Ioc:aI phone networks at huge
discounts-an Ironic: potential outcome in'
deed riven how all this began in 1914.
Moncwer, not only riants like AT&T but
fIy-by-ntcbt arbitrage artists could enrich
theIIIseIves It the expense of consumers on
the spread between actual operating coSts
and the prices set by the I'CC. In response
to the suit. a federal appeals court ordered
a temporary stay 01 the FCC regulations
and will bear oral arguments in the case
tomorrow. .

At a ncent press conference, GTE's se­
nior vtc:e presldetrt and general counsel,
former U.s. Attorney General William P.
Barr. detunded to \moW why the FCC be­
lieVes Chat It II better at mating decisions
"for 51 statea titan the state commissions
are, who laave done this historically, who
haft all the data that are relevant to the
state .fore them." .
AMeckery

But wMtIIer or not the PO: is witer
tIlan tile states. and reprdlesa of who Is
rlPt abeut the economics of the case, the
!ICC llun!aacrats' order mocls key prOvt­
siaBI eI a democratically enacted law. The
FCC'I ac:don is at odds not only with the
textbook understanding of "how a but be­
comes law." but with the first principles of
limited l'OftI1lI1lent and American consti-
M~. .

The Pa:'s action should serve to re­
mind .. that the devolution and deregula­
tion of federal authority ate always in the
admiIIlstrative details. On telecommuni­
cations, welfare, and almost every otller
mljor Issue, big government Is t~e admin·
istrative state in which Judges and un­
elected offteIaIs, and not the elected repre­
sentatiYes who debate and enact the laws,
govern us all.

Mr. Dihdio is professor of politics and
public afIaJrs at Priru:eton, director of·the
Brot1Icht(/s~ fur Public Ma7lD{Jt!fllt!7ll
and m(JImct fellow at the Manhattan InSti·
'.""

Iatures and state public utility commis·
sioners will be drawn into state debates
on ... to ensure a 'level playtnc fteId for
c:ompetItioA' amonr thole Orms seekinC to

. provide Ioc:al and Intrastate telephone ser­
vice." T1te major battles. the NCGA pre­
dicted, wauId be over the terms of price
and inten:oaneetiOll agreements. Tele­
phone company mals could be expec:ted
to kM1 pYtnJOI"S. utillty commissions
and state \etlSlatures In leareb of allies.

BUt within six DlClRtIls of the law's en­
actment. the PO: declared a victor In the
"teJewars in the states"-namely, itself.

The·commIasIon pl'Oduc:ed a .....,.. tfoc:.
lI8leIlt JlI'OIftUIIat1A pnlIIIInptIYe JIll.
tlout JlI1cInr studIrds 1ft local teIepItone
IIWteII. TIle pee lnslsta that the order II
necesatY to prJ open IoeaI IIIartetI eo
Ion(-dIstance carri-
ers like AT.T,
small ......
Tefepert. and able
and ...........•
nleS. QGIenrIse, the

. cornmtIlII8n userts,
1acandIeDt IaeaI c:ar­
riers lib the Reo
I10ftaI BIll Operat­
Ing Caalpuies will
remain Invulnerable
to real competition
as poteRtial en­
trants to intrastate martell are forced to
contend with 50 different, localized state
reguIatorJ repues.

But the FCC's rushed. revanc:hist
rewrite or tJ!e telec:olnrnunlcations law is
based 011 I lIypothetkal pridRr seheIM
that onlY an armchair economist could
love. 1ft HI hundreds of pares of national
regulatory dictates, the FCC alnDt com­
pletely !pores the actual costs that Ioc:al
COIIlp&IIteIlncurred to create the system.
and the regional and other variations In
how they operate.

On Aur. 28, GTE COrp. and Southem
N,.", 11,""''''''' ".'."''''". ron 1,,'"+'........,.

monopoly and the creation ill 1984 of the
seven regional "Baby Bells." TIle bIIl-sten·
lor eeremony, the first ever held at the u­
brary of congress. was draped ill syIIIbo\­
ism. The president siped the bill with a
dirital pen that put his strnature on the In·
ternet. On a TV screen, comedian tily
Tomlin played her classic telephone c0m­
pany operator Irnestine, opentnc her skit
with "one gigabyte" instead of "one rtnrie­
dingle. "

During the debate oyer tile bID and for
weeks after its enactment, the press
played up the law's soc:laI-poIic:y side-

shows, like the requirement that JI'ioIt
new televillon sets contain a "V-ddp" en­
allllnr parents to Iec:k out JlI'OII'UII
deemed inappropriate for dlIldreR. But
its true sipificanee lay in remeYlnf bar­
riers to COIIqIeIition In the teIeaJntraunI­
cations industry. and dewJhiRI respoMi­
lliflty for re........ repIattea eo tile
states. While HllancuaP II Gftn teehRt­
cal, JOII need not be a teIec8m Judie to
understand the letter eI tile Jaw 01" tile
record of Door debates in CoIIgress.

For example, 5ec:t1oRI251 Mel 252 eI the
• law promote c:ompetltion iIIlGcaI teIepIIone

markets. expressly IiYiftr state comnds·
sions authority to deekle. YIa a strldIJ 10­
callzed, case-spec:ific: process. what consti­
tutes "Just and reasonable" rates. It af·
fonls the I'CC no role whatsoever in set·
tlng local exchange prices: "JIfcJtJIiRr in
this chapter shall be constnaed to apply or
to give the COmmission juriscUc:fion with
respect to • • • charges, clusiAcations,
practices, facilities, or replations for or In
connection with Intrastate communication
service."

The law's devolutionary lanpace and
deregulatory iJlteDt was so c:Iear that
groups such as the Nat)onal COuncil of
Governors' Advisor'S quietly produced re­
ports advising key state and local decislOn
makers to prepare for "teiewars In the
states." Soon. one NCGA report on the law
iltynhlinftCt "tmviltmOl'!l' nfflf'l'!ll. "tAt,. !,.pi".

By JoHN J. DIluLlO Ja.
. As the historic lOfth Congress draws to

a close, scholars have already begun to
debate Its legislative recenl. Some stress
that the first Republlc:an Congress In four
decades enacted fewer major Jaws than
any congress since the end of World War
n. Others respond that It was only natural
that a new conservative Congress com·
mltted to restraining the post·New Deal
rise of natiunal government activism
would pass fewer big·govemment biNs.
Likewise. whHe some Interpret President
Cllftton's brIrht re-election prospects as a
negative referendum on the GOp·led
House aDd Senate. others focus on how
Republicans ended up setting the agenda
on ewrythlng from balaftc:ing the budpt
to welfare reform.

For at least two reasons, however,
both sides In this early war over the
IlHth's history are firing Intellec:tual
blanks. One reason is that it is not yet
clear hew much of the legislation will
stiek peUtlcally. For example, Mr. Clinten
has made plain that, If reeIec:ted. be
plans to "Ox" the new welfare law. AIld
should the House fall to the DenIocrats.
uJtralilleral committee cbalrmen witl
IIlOYe quIdIy to undo mudt of what the
RepubHc:ans did legislatively on welfare,
crime, ilNlllcration and more.

The other and more fundamental rea·
son is that, no matter what lIappens in No­
vember, It Is by no means certain that the
IaWi .passed by the Republican Congress
over the last two years will survive admln·
istratively.
BureaueraUe Wars

Viet.. won on the legislative battle­
fteId are routinely lost In the for of bu­
reatJeratic wars over what the laws mean
and huw best to intpIement them. One of
many recent examples Is how the Federal
COmmunications Commission has already
virtually rewritten the Telec:emmunka·
tions Act of ...

011 Feb. 8. President Clinton signed the
first major rewrite of tel«OOlmunicatiofls
law in 62 years. To many observers. the
act represented the culmination of a series
of political and Judicial decisions that be­
ran In 1914 when the U.S. Justice Depart·
ment med an antitrust suit against AT&T.
1•••Il_a- tft. • hPa!lI,."n nl th. nltf t.tpnlvwl..
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GTE'. universal Ml'Vice proposal is designed. to provide explicit support to carriers whe7ever
necessary to support affordable rates and to low-income customen throughout the country,
provide competing carriers access to high.c;ost funding on equivalent terms, and replace
regulation with. sustainable and fait market mechanism.

'Y
I.

A. Core Sm7ice Obligation
Carriere must offer to any customer within a service area a technology-neutral basic
service package, which would consist of:

1. Residence voice grade access to the network that provides the ability to place and
receive calls, and access to long distance carriers of the customer'I choice

2. Touch-tone service

3. Single-party service

4. Access to operator services and cUrectory assistance

5. Access to emergency services (E911)

6. Standard. whi1e pages directory listing

B. CIlrrier ofLast Raort (COLR) Obligation
Any carrier receiving bigh-eost support must be designated by that state as being a
Carrier of Last Resort. Obligations established by each state, under br<Md federal
guidelines, would include:

1. Provide the basic service package to any residt!nce customer in a service area at a
rate no higher than a state-established. ceiling

2. Meet sblte qualifications

3. Meet minimum service q.uality standards adopted by state

4. Provide for interconnection and equal access

5. Make services available for resale at reesonable rates.

.. ...... m IllI""1UII
A. AJJOrtltlbility ThmIto14

Joint Board and FCC should establish a monthly rate threshold for the basic service
package, while the costs above the Affordability Threshold to provide wch service
would be considered high cost and funded by federal and state funds.



B. fedeml SU1'P"'t Threshold and State Fund
The FCC, with advice from the Joint Board, should establish a monthly Federal Support
Threshold (greater than the Affordability Threshold) above which the COlts of providing
the basic service package would be covered entirely by the federal jurisdiction. A
combination of the state and federal funds would cover the difference between the
Federal Support ThNShold and the Affordability Threshold.

c. AlftndltbiUty Trtmlilion
States should transition local service rates for the besie service pacbp up to the
Affordability Threshold or cost, whichever is less, or create independent state
mechanisms under Section 254(f) to hold prices below that threshold.

D. Bidding/Geogrllphic Area
For the pogt'aphic area in which eligible COLRs will anume their ohUptions and
receive high-e::olt funding assistance, GTE recommends using census block groups
(CBGs). CBGs can be subdivided when necessary to accommodate existing service
aNal•

•
L2W

1. Incumbent LECs' actual costs of providing basic service package assigned directly
or distributed by Il cost model to serving ueas.

2. Funding provided to LECs for each customer served based on the difference
between the per customer actual cost within a CBG and the rate ceiling.

D!y2+
1. Entra:nts notify the state of intent to bid for carrier of last resort duties and funding.

2. Competitive bidding conducted. for each bidding area for which an intent to bid is
submitted.

3. Bid. would be the amount of per-cu.tomer monthly support required by the
submitting carrier.

4. Funding provided to all carriers selected through the bidding process...... .,,~ ..
l2W.:

1. To any eligible carrier su~essfuDy bidding to provide service as a COLR for each
subscriber who chooses that carrier.

2. To any carrier serving individuals eligible for income-based support.

l2!J£l+:
1. For each subscn'ber, to any eligible carrier successfully bidding to provide service as

a carrier of last resort

2. To any carrier serving individuals eligible for income-based support.
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A. Federal Contribution to High-Cost Funding
Uniform surcharge on interstate and intrastate telecom retail revenue of interstate
service providers.

B. Stat, Ccmtnlndion *' Higlt-Cosf Funding
Competitively-neutral staw sources, such as surcharge on in-state (originating and
termmating traffic) tleIec01l\ retail revenue of intrastate service providers.

C. Income--baetl Support Funding
Uniformsurdulrp on interstate telecom retail revenue of service providers. For federal
ute)in. prosram, each state may adopt its own income-b.sed support program.

.--.......... ...... ,,,- ~~ ~ ........ - .. ,j -I ... _

•

Incumbent LECs reduce current rates bearing implicit support by amounts equal to the new
explicit support. Result is revenue-neutral implementation of a new explicit support
mechanism. This corrects price distortions in other markets caused by the need to support
local service.

- ..,
• ~...... - ,>.- *--

A. NotiflClltion Pro~4u't

State. conduct auctions twice each year, initially. Carriers may notify states 90 clays in
advance of each auction date as to which bidding afeu they intend to bid.

B. Auction "ail" Principles
Create a competitive situation which will encourage aggressive bidding, and permit
multiple service providers in high-eost areas.

C. Auction Objectives

1. Promote greatest possible benefits from competition.

2. Promote efficient provision of service at minimum cost.

D. Auction Mec1ulnism
1. Single round.. sealed bid. .

2. Winners are those who bid within a certain percentage of the winning bid. More
bids are accepted if bidding range is narrow; fewer are accepted ifbids are far apart.

3. Support provided equal to the highest of the winning bids.

4. Winning bidden in the ihitial au.ction for a ~rvice area will bear COLR obligations
for three years; in subsequent auctions, COLR obligations will extend for five years.

5. All bidders, and the incumbent LEe, may withdraw after results of the auction are
disclosed, subject to financial penalty.

6. At lftst two bidde.r:s are requited to hold an 4\lCtion. U fewer than'two bids remain
after withdrawal, the audion will be canceled and support will be provided to the
incumbent at Day 1 levels.
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GTR', universal serviee ptoposal is desisned to pmvidp. explicit support to carriers wherever
necessary to maintain affordable rates and to low-income customers throughout the country,
provide competing carriers access to high-cost funding on equivalent terms, and replace
regulation with. sustainable and fair market mechanism.

This is accomplished by detemUning the amount of support explicitly required by today's
telephone companies for providing a basic universal service package at an affordable price, and
providing those carriers with explicit support from a competitively-neutral fund for the costs of
such services above the affordable rate. Other carriers interested in serving as carriers of last
resort in reasonably-sized geographic areas would be &ee to indicate their interest in providing
universal service on equivalent terms and also obtaining eqUivalent support monies by
requesting that tho•• aft. be put up for competitive bid. A sealed-bic:lauction, designed to
permit multiple carriers to Nwin,III then would be conducted to determi.r:\e the amount of
universal service support that would be provided to allllwinnmg" carriers in each market

This paper describes GTE's proposal in greater detail, with the essential components that any
universal serVice proposal must address. These include:

1. Cmi~ Obligations

II. PUm Thresholds and Geographic Boundaries

Ill. Calculation ojSupporf Available in Each Area

IV. Distril1ution ofFUnding

V. Funding Sources

VI. Off-sdting Rate Reductions

vn. Competitive Bidding Mechanism

To ensure competitive ~tr.lity,aIr carriers that obtain high cost universal service support for
a given geographic area must be subject to identical universal service obliptions.

Firtt. this will ensure thet the services provided by each caTrier meet minimum requirements
determined by state regulators and expected by residential customers.

Second, specific ohUaations will ensure that funding is provided to aU interested carriers in a
manner that promotes compmtion. Some wilt not he able to haw lessened responSIbilities
than others and receive the same amount of funding in a given uea.



Third, specific obligations will permit the use of a simple auction mechaniSm where the only
variable on which camel'l will be bidding in the auction will be the amount of support required
from the fund to provid. the prescribed service in a given area. An other aspects of a carrier's
decision (pographic area, term of service, universal service package definition. etc.) will have
been specified in advance by .tate regulators according to broad Federal-State Joint Board
guidelines........

The Joint Board .hould recommend lind the FCC should define the specific attributes of a
universal service package. Any carrier interested in receiving universal service support
mould be required to provide this service to any customer within ueas eligible fot
universal service support funding. The service definition should be technology neutral and
be comprised of the following features:

1. ~5idena voice grtuk access to the network uJhich provides the ability to plaet and receive
calls tmd access to long distance carriers of the customer's choice

2. Touch-to~ smnce

3. Si'&glt-party service

4. Access to operator services and directory assistance

5. Accm to mt4rgency servie:tS (911/£911)

6. Sttmdard white pages directory listil'lg.

,..,...'"
ConIUmen, regulators, and carriers .11 benefit from a clell' definition of the IeTvice that is
desired to be universally avll11able. Customers can expect aVailability of a basic service
package throughout the country. Regulators can be sure that any carrier determined to be
eligible will at a minimum, provide consumers with a specified set of features and
functions. Carriers will know what their service obligations are, so they can determine with
greater certainty the costs of prOViding service in a given area before committing to do so.
Each state would be free to add elements to this national definition and fund them through
its own state program.

,.,..",
Section 254(c) gives the FCC the authority, upon recommendation of the Joint Board, to
establish which services shall be deemed part of universal service.

..
In general, COLR obliption$ should be consistent with lho. which the incumbent LECs
face today. ~use these requirerrumts may vary among LECs, states, and serving areas, it
ill not po..ible, nor is it necessary, for a fed.ral universal service plan to dictate specifics of
the COLR oblisation. However, any federaJ universal service plan should $lit forth
minimum guidelines for state detennination of uniform COLR requirements.
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Any carrier receiving high-cost support must comply with the foUowing obligations:

1. Meet ,tate qualifications

2. Prwide the basic seroi~ pack4gt to any residence customer in abidding area at apriet no higlvr
than~ AjJordiJbility Threshold.

3. s.rve Q$ COLRfor set "mod of time (3-5 yerm)

4. MHt.t*minimum Nrvict quDlily slaJldards

5. Pror1Ulefur interconnection and equal access

6. Make serrrices IlDIlilab~ for resaU at reasonable rates

Under th.ie approach the states would develop a two-step process. First the states would
determine which carriers, among .n those interested in providinS universal service in •
high<ost area, would be eligible to receive universal service support. Second, funding
actuaDy would be provided to those eligible carriers which agree to a minimum set of
hcarrier of last resort": obligations, consistent with federal guidelines. In particular, the
federal guidelines would require that whatever obligations the state mayesblblish for
COLRs shoulel be tM lame for aU COLRs in a given area. Under GTE'. proposal, these
carriers would be self-selected through a competitive bidding mechanism. The following is
a description of the minimum set of obligations a state should require of any carrier
receiving universal service support.

1. StlJk qualifications
In order to ensure consumers receive continuing and reliable MtVice from any carrier
seeking to receive universal service funding support. states should dewlop a minimum
set of criteri~ in effect a set of "fitnesS- requirements. This could be • simple
certification process as to a finn's financial capacity to meet the carrier of last resort
obligations in a given market area.

2. l'rwiu the bRsic service pacbge
This is desenbed in the pteviOllS section. Each carrier receiving federal.upped would
be required to provide to any customer requesting the universal service basic package,
within a given area, the full complement of service features as defined by the Joint
Board. The carrier must provide the basic service package at a price th.1t does not
exceed the Affordability Threshold set by regulators or the regulated local rate,
whichever is less. The carrier would. also meet any limits on terms and conditions
established by the state.

3. Strut as COLRfor set period oftime (3-5 ytflTs)
When an area is set for auction, the terms of the auction would require carriers to
commit to serving aU customers within 4 given market for a set period of time. The
service obUgation must also be designed to encourage carriers to invest in given market
areas. Winning bidders in the initial auction for a Mrvic::e area will bear COLR
obligations for three years; in subsequent auctions, COLR obligations will extend for
five years.
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4. Minimum service 'fIU'lity stlmdards
To the extent that most states maintain quality requirements for carriers, these
requirements should be spelled out for .U carriers seeking federal universal service
support. Encouraging the entry of new camen to proVide universal service should not
...u1t in the vitiation of fe8Ulators' service quality objectives. New service standards
impoeed. on. OOLRs in JUsb-cost areas may increase their costs and would triger an
auction to allow COLRs to determine the appropriate funding leveL

5. Pror1IM fr1r intuccnutlctiDn and ,qual access
Carriers seeking to receive funding for supplying univertal service must provide for
access to long distance carriers of the CUltomer'& choice and permit other carriers to
interconnect facilities. To the extent these requirements are not imposed on all carriers,
progress made to date in implementing these poUdes will erode as new carriers gain
customers and provide a lesser scope of services. Any reduction in interconnection and
access also would hinder the development of competition, even from carriers not
requiring support.

6. Ratll seroices
Under GTE'. proposal, resellers may enter markets as carriers of last retOrt. However,
each COla must be able to provide aervice to aU customers in the area, regardless of
how the COLR provisions the service. This responsibility must rest with the COLR and
not with the underlying carrier. However, resellers would only be eJiaJ'ble for .uppert
monies if the price they pay for the resold facilities is not artificially constrained by
regulatiGn, but rather is established using a market-based mechanism. When a COLR is
supplementing its own facilities by resel1in& facilities obtained at a constrained price,
the underlying carrier should receive the universal service support for the customer
served, not the reseller.

".,13_
There is an inherent conflict between a functioning competitive market and the need. to
subsidize the costs of carriers which operate in certain high-eost areas. For there to be
competition, more than one carrier needs to provide service. For these competitors to
compete on equal footing, suppott provided to any carrier mUlt be available to others on
equal terms and conditions. Finally, the support must be provided in a marmer which
limits the amount of funding to a sufficient level.

Regardless of the method chosen to determine which carriers may receive universal service
support funding, the groWld rules lor all carriers must be identical. One carrier should not
receive more support for serving a customer than another ifboth are subject to the same
service requirements. Similarly, one carrier should not be subject to more or fewer service
obligations than another, given the same level of support It would be extremely difficult to
provide varying levels of support to carriers depending on different levels of obligations.

While the impoaition of symmetrical COLR obligations should be appliecfw,der any type
01 universal eervi.ce plan, it would be an essential component when using competitive
bidding to determine support levels.
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• first, carriers seeking universal service support must have something tangible upon
which to bid. Just as vendors who bid on contracts hom governments and businesses
expect payment (in accordance with the bid) for services rendered, receipt of universal
lel'Vice support must also be tied to a clear obligation to perform a specific service.

• Second, if 0I\tI bidder in the auction i. unduly burdened with certain NJUlatory
oblipticmt .nd costs that are not extended to .n other participants in the auction, a
competitively-neutral Nault Will not be ...lIJ'eCL and the level of compensation
determined would not induce efficient market entry.

• FinallyI ..iping • 'basic set of COLR requirements on aU successful bidders provides
greater usuranat to regulators that basic telephone services will be provided to all
customers, at an accepteble price and quality, over time.

GTB ha. proposed that recipients of USF fundin& be required to fuUill their COLR
obligations for a period of3-5 years. A period in excess of one year is necessary to provide
service stability and predictability to local subscribers and to give bidders some reasonable
expectation of revenue to support necessary investments. On the ofher hand, the service
obliption period should not be excessive so as to deter efficient entry of new competitors
WIlling to aSlume COLR responsibilities and receive US, support.

A COLR th.t fulfills its obligation and does not become a COLR in • subMquent period is
not forced to cease 8el'Ving customers in an aIeL A carrier that does not retain COLR status
ha. a reduced service obligation (e.g., is not required to offer service ubiquitously in an
uea), can choose the customers it prefers to serve, and will not be subject to my price
regulation, but no longer is eligible for USF monies.

,......
State commissions designate eligible telecommunications carriers under Section 214(e). To
be an eligible telecommunications carrier, a carrier must offer the services that are
supported by the federal universal service mechanism. ~ Section 214(e)(l){A). Eligible ­
telecommunications carriers may only receive universal service funding, "in accordance
with Section 254/' _ Section 214(e)(1), which proVides the FCC authority to create a
minimum COLR obligation as part of the federal universal service plan. ~ Sections
254(b)(S), (b)(7). .

In addition, Section 254(b)(5) specifies that the federal universal service plan be sufficient to
preserve and advance universal service. A plan with asymmetrical requirements for the
same support would not result in a "sufficient" plan to meet the requirements 01 this
section. .



considered high cost md funded by federal and state funds. This Affordability Threshold
also will define a maximum rate which customers should be expected to pay fOT nlCeiving
the buic package of universal service.

GTE .upper. the U8e of household income to determine thit Affotdability Threshold.
Further, GTE supporta the local exchange carrier industry'. effortt to refine the
methocloJocy for calculating the affordability threshold. It would be .ppropriate to
ettablish the AftordaWlity Du.hold at l' of household income cakulated. on a county
buiI, with a lower bound at one standard deviation from the nationwide medjan income
and an upper bound .t one standard deviation.

.....- If•••
The Fcc, with advice &om the Joint Boud, should establish a monthly Support Threshold
(greater than the Affordability Threshold) above which the costs of providing the basic
Ml'Vic:e package would be covered entirely by the federal jurisdiction. A combination of the
state and federal funds could cover the difference between the federal Support Threshold
and the Affordability·Threshold.

..

l.

States should transition local service rates for the basic service package to the AfforctabiJjty
Threshold or cost, whichever is less, or create inc:I.pe:ndent state mechaniams under Section
254(1) if the state wants to hold prices below that threshold.

The Joint Board and FCC should determine the geographic area upon which the costs of
universal.rvice support will be determined (if any) and within which carriers receiving
such support will be required. to provide service to all customers. The Joint Board must
balance the need for plan simplicity with competition issues. Smaller geographic lreas ­
such as Census Block Groups (CBGs) - not only would ease the start-up burden on new
entrants, but would maximize the homogeneity of costs faced by incumbents already
operating in these areas. Otherwise stated, smaller areas would limit the variation of costs
faced by carriers; larger areas, such as wire centers, would mix lower-eost town centers
with significantly higher-eost outlying areas.

GTE proposes CBG. a. the best choice of geographic unit. The selection of the area and
auction structure will.fleet the degree to which targeting of support can be achieved.
CBGs can be subdivided when necessary to accommodate existing service areas and to
improve targeting of support. .

: . .. '. . .:
Individuals elisible for income-based support can request local service from any carrier
opentinglocally. Customer elilfbility w.ould be determined by a customer's participation
in a federal or state income assistance program. Self certification should not be employed.

Carriers Med not be e1i81ble telecommunications carriers or carriere of last l'e$Crt for this
purpose. Carriers wnI credit customers' accounts with the income-based support amount



for each eligible customer served.. This program can accommodate existing federal MLink·
Up'" and "Lifeline" mechanisms. The FCC md states can review periodicaDy the amount of
support provided under this program to determine the need for adjustments. This
proaram should not be tied to the existing mte!'$tate SLC, since only incumbent LECs
......uch. charp.

,......
A univerullel'Yice plan ahould be baaed on market principlea. The plan should expose
custclM1'S to a l'M.enable price for universal servi<e, while int.rWl\ing to hold down that price
in hiF-eost area. This would provide carriers with suftkient support to offer a market rate
for their 8el'Vices. Currently, high cost assistance programs Ire not directly linked to local
service prices. Support provided to carriers is based on a formula which considers average
colts, with the remainder of any support needed coming from prices for other services or to
other eu.tomer. charged, which also reflect average costs. Properly e.tablishecl thresholds
would ..,d market prke signals to both customers and carriers entering the market.

,.lta.
The FCC must ensUN that quality universal services are available at affordable rates.
Section ~(b)(1). States may designate service areas as they choose for aU are.. except those
served by rural telephone ~ompanies. The 1996 Act designates these as study ..as until the
FCC md .ta... chan. them in conjunction with a recommendation from the Joint Board. The
1996 Act limits the availability of universal service funding, however, to eJisible
te1e<:ommunkations carriers that offer universal service lIin accordance with Section 254:'
Section 214(e)(1). Thus, the FCC could adopt small bidding aleas as part of its authority to
deVise a comprehensive universal service support mechanism. §aSections 254(b)(5), (b)(7).

Initial universal service support should be determined by comparing the actual costs of
providing a basic universal service package with the AffordabJUty Threshold selected by the
Joint Board. Carriers, for which the per customer cost of providing univeraahervice is greater
than the Affordabillty Thruhold, would receive support for the amount over the Affordability
Threshold for each customer served in°a given area. Once the initial c:ost-based.level is
established, the level of support should be subject to competitive bidding. Carriers would bid
on the level ot support they needed to provide universal service in a given market when
constrained by an AffordabiJity Threshold and other carrier obligations outlined above.

In the context of competitive biddini. it is useful to distinguish between the calculation of
support provided to'incumbent carriers prior to any requests for competitive bidding and the
determination of support under a competitive bidding process. The following, therefore,
distinguishes between "Day 1" when the new universal service explicit funding mechanism is
established and "Day 2+- when carriers determine support through the competitive bidding
process.
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1. The actual costs experienced by an Incumbent LEe are either calculated for each

geographic area (Census Block Group) or 8M assigned to CBGs from a higher level of
.......tion (e.g. study area) through the use of relative cost estimation models. If a
earlier can deMrmine actual costs on a CBG basis, they can din!ctly .... thole costs
wIhou,t the ute of .. cost .tiJN.tion model.

2. For each customer served, • carrier would receive support for the difference between
the Aflordabl1ity Threshold md the per customer, actual cost Within each CBG.

3. Where the rate charged to customers exceeds the Affordability Threshold or cost the
rate should trmaition down to the threshold or cost. whichever is less.

.. 7 CO' r...,ftU\IIII'
1. Entrants notify a state commission of their intent to bid for the opportunity to provide

universal service as a carrier of last resort and to receive funding at a level determined
by the competitive bidding process.

2. States would conduct auctions at regular intervals, initiaUy twice each year on I fixed
date. Each ICh~u.1ed auction would include thoae mark.t .reM d_ignated lor auction
by new entrants. Once auctioned, a CBG would not be subject to auction acain until the
expiration of the term commibnent for winning earners of last resort.

3. Upon determination of auction winners, funding is provided to all Nwinners" for each
customer served based on the winning bid.".,.--

EspecUiUy with the UR of. t<.lmpetitive biddinl mechanism, it is entirely approprillte to initiate
a new explicit universal service funding mechanism at todays actual cost of providing service.
The only actual cost experience in providing such services is captured in the reported costs of
existing incumbent local exchange carriers. Thus, it is .. reasonable starting point, with the
auction mechanism to adjust support requirements to competitive market levels. Relying
instead on cost proxy estimates could deter competitive entry (not enough support for new
entrants) while under-eompensating existing carriers.

Once complet:ed. auctions could then be scheduled for E'ach market upon completion of the
COLR term of Mmce. These subsequent auctions would permit adjustments to the support
required fOI universal service, taking into account the addition of advanced tervices to the
basic universal service definition, changes in technology, and cost structures. Without
competitive bidding, regulators would be forced into an endless cycle of re-estimating costs to
account for these changes. .,....s.
The FCC has the authority to adopt a unive1'$81 service support mectwu.m as loftS a, it is
"specific, predictable, and sufficient:' Section 2S4{b)5). GTE's auction proposal i. predictable
because it sets specific parameters for the auction process, and it sets a defined period for the
COLR obligation, In addition, the GTE universal service support plan i& spedfic and suHicient
because it is comprehensive~ it accounts for univeT~al SfOrviC:t" support both before and after the
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emergence of competition, and it can be applied to all areas in whiclt univel'5al service support
is necessary. An auction also would result in presumptively sufficient funding because the
service provider would be specifying what they betiev~ to be a sufficient amount in their bid.

The distribution of funclinl to carriers wID first be determined by geography, with each CBC
'beinsa..igned funding for the amount that the cost of serving each subscriber exceeds the
affordabWty threshold, totaled across aU subscribers in the area. Following an auction for a
given geographic area. the support would be based. on the winning bid. Any carrier operating
as • carrier of last resort (and among the winning bidders when auctions are held) receives
fund support for each customer served.

~I••"
Funding of universal eervice should be efficient, sufficient, and simple. GTE's proposed
auction mechanism and support mechanism would accomplish these goals. Funding provided.
on a per customer basis to each carrier will ensure competitive neutrality and an equ.itable
distribution of funding support Coupled with symmetrical cltl'ier obJigattons, thiS funduag
method will encourage competition, not on the basis of different obligations or funding
eligibility, but on price, service quality, 81ld other service attn'butes.

,....•
Under the 1996 Act, universal service support "should be explicit and sufficient to achieve the
putpOleS of [Section 254J." Section 254(e). This distribution of funding ensures this result

A national plan with shared federal and state responsibility should be strongly considered. In­
such. plan, federal funding would:

• Cover those costs above a federal Support Threshold that is set higher than the
Affordability Threshold. .

• Share fundJng support for income-based assistance programs.

• Fund the difference between current local monthly rates and the Affordability Threshold, in
diminishing amounts; this would encourage states to eliminate disparities between current
rates and the AHordability ~hold.

Meanwhile, the st.te fund would:

• Cover the difference between the federal Support Threshold and the Affordability
Threshold.

• Cover the difference during a transition between the Affordability Threshold and initial
price (priCe on Day 1), if it is lower. This transitional support would diminish .. the initial
price moved to the Affordability Threshold Of COlt, whichever is less.



State, are &ee to fund any additional universal service requirements they deem appropriate
within their jurisdictions.

One major advantage of federal and state regulators sharing responsibility for the plan is the
ability fet ..m to link the plan implementation to the development of rational rate structures in
tJW~.....- jurisdictions.

Whether a !ecleral fund or a .tate fund, .upport requirem4tnla should be raiaed using. uniform
&UKharp on the telecom retail revenues of all service providera. The FCC may impOie a
uniform surcharge on aU telecom retail revenues ofcarriers which provide interstate service, to
any extent. States may impose • uniform surchuge on the intrastate telecom retail revenues of
carriers providing intrastate service. Because it is difficult to determine intrastate revenue for
interexchmge carriers, it may be desirable for ,tales to also place a su.rcharge on an telecom
retail revenu. billed in the state. If states were authorized to do '0 a. part of a federany­
ordered plan, potential legal and jurisdictional issues may be resolved.

"."...."
A uniform sU1'Charge app1iad to Ntat1 revenues will result in an explicit and competitively
neutral funding mllChmilm. CustomersI faced with uniform surcharges on telecom rebll1
~ of all carriers, will not have the incentive to switch hom one carrier or service to
another merely becaUSe·of surcharge amounts. A uniform surcharge also is the simplest
mechanism.

The Ule of gross revenues will skew the burden of funding to carriers which receive a
sianificant amount of carrier revenue, such as access charges. The use of gross revenues net of
carrier payments ia MON complicated and could result in uneven burdens depending on the
degree to which certain services are subject to a surcharge including wholesale resale charges,
access charges, and unbundled elements. Predictable and efficient support necessary to meet
the objectives of universal service is best met by a uniform surcharge on the telecom retail
revenues of aU carriers.

,.......
The 1996 Act requires u every telecommunications carriP.r that provides interstate
telecommunications service" to contribute, "on an equitable and nondiscriminatory basis," to
the support mechanism that the FCC establishes to preserve universal service. Section 2S4(d).
l'Every telecommunications carrier that provides intrastate telecommunications services" shall
contribute, Non an eqUitable and nondiscriminatory basis" to state mechanisms to support
universal service. Section 254(f).

"'£111I"'_
Since uNversallelVice will be funded by an expUcit program, any mere.se in the explicit
support received. by incumbent carriers at the outset of the prOF-at should be of&et by price
Nductions of other services, which currently provide implicit 8Upport, on a revenue-neutral
basis. Revenue offsetl.hould be appUed to those incumbent LEC services which beu the
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greatest amount of implicit support, both interstate and state, not to any single rate element
Inter.tate reductions should be applied to the carrier common line, the residual interconnection
charge, and the subscn"ber line charge. Funds from the federal lund also should be used to
of&et thON .tate rates which currently provide implicit support.

".,....
0ff.tIettfns ra.. redUCtions are required to ensure that Incumbent LEes are not over­
compenHtecl with ecplicit uniwrsaJ service fundin& These rate ol&eta a.. especially
imp0l'tud liven the Fees recent inbtrconnection order. The more focused the offset on
implicit suPport-bearinl services such a. access, the closer the rates can be set to the prices of
unbundled elements which comprise access services. One of the logical outcomes of the
national pro-competitive policy is that prices would more closely resemble coats•.....
The Act nquil'M funding for univet1lal service through explicit.. rather than implicit.. support.
~H. R. Conf. Rep. No. 458, l04th Cong., 2d Sess. 131 (1996). In addition, the FCC in its
Interconnection Order made clear that it would not permit the recovery of universal service
support through rates chuged for services and elements available under Section 251.
Im'.....tiop of the Local Competition PWyjlioOl in the Telecomnwnjcation' Act of1m
Find Rgort and Order, CC Docket No. 96-98, FCC No. 96-325 at para. 712 (releaHd August 8,
1996) <:lnt!J:eonnecti9P Orde('). However, the Commission maintained that ILECs should
continue to recover certain non-cost-based interstate access charge revenues for a limited time
to avoid harming universal service. Id at para. 715.

WhU, Congrese created. distinct obligations for fLECs to unbundle network elements and resell
local service in ita entirety, See Section 251(c){3),(c)(4), the Comminion e)(tended these
obligations to permit new entrants without any facilitiQS to take advantage of either method,
permitting the combination of all unbundled elements to offer complete telecommunications
services, including exchange access services. Interconnection Order at para. 329-333.

At the same time, the Commission has also determined that when ILECs rese1110cal service
pursuant to Section 251(c)(4), the 1996 Act requires that IlECs continue to receive acees, charge
revenues. hL. At pal"a. 980. However, with respect to unbundled network elements, the
Commission determined that telecommunications carriers purchasing unbundled network
elements to provide local and exchange access services are not required to pay federal or state
exchange access charges, except for the carrier common line charge and a charge equal to 75%
of the transport interconnection charge until the earliest of 1) June 30, 1997; 2) final FCC
decision on universal service and access reform; or 3) if the ILEC is a BOC authorized under
Section 271 to provide in-region interlATA service. Id. at para. 720.

Thus, because the Commission has created the opportunity for new entrants to bypass some
level of ilC(:eSS charges in the interim/ and all access charges within less than a year, through the
purchase 01 unbundled elements, IlECs need to be able to implement offsetting reductions in
rates for ervices that bear implicit support to Iemilin competitive.
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Competitive bidding can be used to introduce a competitive market mechanism into a
traditionally cIOHd. sy.tem of universal service funding. Auctions can determine the amount
of supportNCeived by a carrier willing to meet certain obligations. Auctions are far likeUer to
reIlIIt • a rMeOMble and competi.tively-neutral Nlult than would. COlt ..t::imation models.
Howewr, auction. wiD. not work unless carrier. hive something to win ancl if they run a risk inwinnin. it. Only wiMers woulcl be permitt.cl to receive uniwrsallel'\'ke fundinS. But, an
quaJilied caniera, including incumbent LECt, would have the opportunity to 10M or withdraw.
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State commissions should conduct auctions twice each year initially. Carriers may notify
alatel90 clays in advance of each auction date as to the Census Block Cl'oup(s) on which
they intend to bid.. This notification will place those identified markets into the next auction
round. Once a market has been subject to a c:omp1etecl auction, it will not be re-bid until the
carrier of last resorrs obligation and a minimum auction interval have been achieved.
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1. The winning number of carriers must be balanced against the amount of support
required to fund those Clrriers in a given market

2. AI winners should receive the same level of support.

3. Complicated auction designs should be ruled out given the \lie of small Census Block
Croup geographic areas.

4. Collusion sh.ould be guarded against, especially in the event of only two interested
bidders.

5. Bidder qualifications are important to consider in advance of an auction, given that
bidders are usuming an obligation in exchange for support payments.

1. Encourage competition both lIin the market" and IIfor the market" to encourage carriers
to provide innovative and quality services to consumers.

2.. Have the "witmers" be the carriers for whom the actual cost of providing service is
lowest or who are willing to provide service for the lowest level of support.

3. Constrain the amount of support payments required.

.. - .. - ~ .•""""
1. Incorporate notification mechanism (above.)

2. State commissions establish a maximum support rate hued on some multiple above
actual, estimated cost in order to accommodate situations where the initial co." are
under.,timated. Excessively low limits would discourage others hom considering
entry.


